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Income-tax Department
Edited

by

Stephen G. Rusk

While it is not within the province of this department to take any but a
neutral stand upon the political considerations animating congress in its enact
ment of a tax bill, this phase of the situation so forces itself to the fore that a
few words upon it may not be amiss. Accountants are of necessity greatly
interested in the tax proposals now in the course of being enacted into law,
and one or two features proposed so vitally affect their clients that they cannot
be ignored.
The Jones amendment, sometimes described as “a substitute for excess
profits taxes”, seeks to tax undistributed profits of corporations. This is not
a new idea, as recent revenue acts have contained similar provisions, but as
the collection of such taxes in the past has been found difficult in the great
majority of the cases because of the difficulties confronting the commissioner
in determining that an accumulation of earnings is not needed by the corpora
tion for the proper protection of its business, it is not apparent that the present
proposal for such taxation is anything more than a political gesture. The
proposed amendment attempts to get around the obstacle to successful ad
ministration by providing that a corporation may issue interest-bearing
certificates in lieu of making distribution of cash dividends. To turn the
phraseology about, the corporation may, to avoid paying a tax on undistribu
ted earnings, distribute them and then borrow back its needed working capital.
If this is good economics or good sense it is not apparent.
Another proposal that violates one of the first principles of business is that
which contemplates full publicity of tax returns, with special reference to
those that are subject to adjustment between the commissioner and the tax
payer. Aside from the wholly objectionable nature of this proposal, we fancy
that the taxing officials may not always welcome this publicity. No account
ant would advise a taxpayer to submit to an additional tax assessment without
a careful scrutiny of the basis for the contemplated assessment as well as the
purely arithmetical computation made by the bureau of internal revenue.
Vigorous objections have been registered with congress against the two
above-mentioned proposals. These protests have come from all sections of
the country and seem to indicate that the proposed amendments are repugnant
to a vast majority of the taxpayers.

SUMMARY OF RECENT RULINGS
Local Mutual Insurance Companies are not exempt if they receive income
from fixed cash premiums or issue policies for such premiums (T. D. 3581).
Dividends are conclusively presumed to be out of most recently accumulated
undivided profits, under the 1917 act even though the directors specified that
they be paid out of reserve for depletion, but current earnings are not a part
of undivided profits or surplus (Douglas et al. v. Edwards).
Taxes assessed against an individual member of a partnership are not to be
paid out of the assets of a bankrupt partnership prior to payment of partner
ship creditors (Finkelstein et al. and Jones & Baker v. Bowers).
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Interest accrued in prior years, under 1917 act, may be deducted in year
paid and the limitation upon the deductible amount is to be applied separately
to each of years in which it accrued (Brilliant Coal Co. v. United States).
Additional Salaries authorized and paid in 1917 for services rendered in 1916
are not deductible in 1917 (Advisory Board Memorandum 86).
Amortization is deductible based on cost of lease of a coal mine and spread
over the life of the lease without regard to renewals of said lease.
Loss of Useful Value of a malting plant in 1918 was allowed where plant was
permanently abandoned that year and the salvage value did not exceed the
cost to remove plant from the premises.
Federal Taxes of a bankrupt takes precedence to its liability for unpaid
wages (Essenkay Products Co. and John C. Connor v. Trustee in Bankruptcy).
Payment to a German bank in marks after decline in value of marks results
in no taxable income to debtor (Kerbaugh Empire Co. v. Bowers).
Overpayment of taxes recovered by suit entitles taxpayer to have judgment
credited to taxes due later without recourse to claim for refund (United States
ex rel Union Pacific Railroad Co. v. Blair).
Waiver of statute of limitations can be filed only upon consent of com
missioner.
[On account of great pressure on space in this issue of The Journal the
text of rulings is omitted.—S. G. R.]

F. W. Lafrentz & Co. announce the opening of an office in the Penton build
ing, Cleveland, with A. G. Potter, C. E. Flanders and R. B. Ranney as resident
partners.
Robert G. Sparrow & Co., of New York, announce that they have opened
an office in San Juan, Porto Rico, and the admission to partnership of William
F. Nye.
________
William J. Robinson announces the opening of an office at 727 Higgins
building, 108 West Second street, Los Angeles, California.

Noel & Sanders announce the opening of an office at 224 Candler building,
Atlanta, Georgia, and Sellers building, Troy, Alabama.
Alonzo Richardson & Co., Atlanta, Georgia, announce the admission to the
firm of Lewis L. Davis and Thomas W. Branch.

McKee, Minteer & Co. announce the removal of their offices to suite 904
Grand Avenue Temple, Kansas City, Missouri.

Charles Banks & Co. announce the removal of their office to suite 401, 105
West Monroe street, Chicago, Illinois.
Nettie A. Trail announces the opening of offices in suite 901, Evans build
ing, Washington, D. C.
Charles B. Mount, Jr., announces the opening of an office at 50 Church
street, New York.
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